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We affirm that:

We are cerlified public accountants licensed to practice in Michigan.

We further affim the following material, “no” responses have been disclosed in the financial statements, including the notes, or in the
Management Letter (report of comments and recommendaiions).
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Check each applicable box helow. (See instructions for further detail.)

All required component units/funds/fagencies of the local unit are included in the financial statements and/or disclosed in the
reporting entity notes to the financlal statements as necessary.

There are no accumulated deficits in one or more of this unit's unreserved fund balances/unrestricied net assets
{P.A. 275 of 1980) or the local unit has not exceeded its budget for expenditures.

The local unit is in compliance with the Uniferm Chart of Accounts issued by the Department of Treasury.
The local unit has adopted a budget for all required funds.

A public hearing on the budget was held in accordance with State statute.

The local unit has not violated the Municipal Finance Act, an order issued under the Emergency Municipal Loan Act, or
other guidance as issued by the Local Audit and Finance Division.

The local unit has not been deiinguent in distributing tax revenues that weare collected for another taxing unit
The local unit only holds depositsfinvestments that comply with staiutory requirements.

The local unit has no illegal or unauthorized expenditures that came ta our attention as defined in the Bulfetin for
Audits of Local Units of Government in Michigan, as revised {see Appendix H of Bulletin}.

There are no indications of defalcation, fraud or embezzlement, which came to our attention during the course of our audit
that have not been previously communicated to the Local Audit and Finance Divisicn (LAFD). If there is such activity that has
not been communicated, please submit a separate report under separate cover.

The tocal unit is free of repeated comments from previous years.
The audit opinion is UNQUALIFIED.

The local unit has complied with GASB 34 or GASB 34 as modified by MCGAA Statement #7 and cther generally
accepted accounting principles (GAAP).

The board or council approves all invoices pricr to payment as required by charter or statute,

To our knowledge, bank reconciliations that were raviewed were performed timely.

If a local unit of government {authorities and commissions included) is operating within the boundaries of the audited entity and is not
included in this or any other audit report, nor do they obtain & stand-alone audit, please enclose the name(s), address(es), and a

description{s}

of the authority andfor commission.

I, the undersigned, certify that this statement is complete and accurate in all respects.

We have enciosed the following: Enclosed | Not Required (enler a brief justification})

Financial S{atements

The letter of Comments and Recommendations

X
D None reported
[]

Other (Describe)

Certified Publlc Accountant {Firm Name) Telephone Number

Hill Schroderus & Co., LLP 231-347-4136

Strest Address City Slate Zip

923 Spring St Petoskey M 49770

Authgaging CEA Signature . Printed Name License Number
a. 63«0«,\, John Blair 1101015745
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October 31, 2006

independent Auditors' Report

Honorable Mayor, Members of
City Councit and City Manager
City of Grayling, mMichigan

We have gudited the accompanying financial statements of the governmental activities, the business-
type activities, each major fund, and the aggregate remaining fund information of the Cify o1 Grayling,
Michigan, os of and for the year ended June 30, 2006, which collectively comprise the City of Grayiing's
basic financial statements as tisted in the table of contenis. These financial stotements are the
responsibility of the Cify of Grayling's management. Cur responsibility is to express opinions on these
financial stalements based on our audit.

We conducted our audif in accordance with auditing stondards generally accepted in the United
States of Americo and the standards applicable fo financiol audits contained in Government Auditing
Standords, issued by the Comptrolier General of the United States. Those siandards require that we plan
and gerform the audit {o obtainreasonable assuronce about whether the finonciat statements are free
of material misstialerneni. An audit includes examining, on a fest basis, evidence supporting ihe
amaounts and disclosures in the financial siatements. An qudit also includes assessing tne accounting
crinciples used and significant estimates made by management, as well as evalualing the overall
fimancial statement presentation. We believe thatl our audit provides o reasonable basis for our
opinions.

In our opinion, the finoncial statements referred 1o above prasent faily, in alt material respects, the
respective financial position of the governmental activities, the business-type acfivities, each major
fund, and the aggregaie remaining fund information of the City of Gravling, as of June 30, 2004, ond
the respective changes in financial posiiion and cash flows, where applicable, ihereot for the year
then ended, in conformity with accounting principles generally accepted in the United Siates of
America,

In accordance with Government Auditing Standards, we hove also issued our report dated October
31. 2006 on our consideration of the City of Grayling's internal control over financicl reporting and on
our tests of its compliance with certain provisions of laws, regulaiions, contracts, and grant agreements
and other matiers. The purpose of that report is fo describe the scope of our testing of internal control
over financial reporting and compliance and the resulls of that fesiing and noet to provide an opinion
on the internal control over financial reporting or on compliance. That repor is an infegral part of on
audit performed in accordance with Government Auditing Standards and should be considered in
assessing the rasulis of cur audit,

t
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City of Grayling
Grayling, Michtoan

The manogement's discussion and cnalysis and the budgetary comparison information are not o
requirsd part of the basic financial statements but are supplementary information required by
accounting principles generally accepted in the United States of America. We have applied cerain
imited procedures, which consisted principally of inguiries of management regaording the methods of
mecasurernent and presentation of the required supplementary information. However, we did not cudit
the informalion and express no opinion on it

Our audit was conducted for the purpose of forming opinions on the financiol stotements that
coliectively comprise the City of Graviing's basic financial statements. The other supplemental
informalion oslisted in the iable of conlents is presented for purposes of additional analysis andis not a
required part of the basic financial statements. The accompanying schedule of expenditures of federal
awards is presented for purposes of addifional analyss as required by U.S. Office of Management and
Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is also
not arequired part of the bosic financiol statements of the City of Groyling. The other suppiementol
information and the schedule of expenditures of federal awards have been subjected to the quditing
procedures appliedin the audit of the basic financial statements and, in cur opinion, are tairly stated in
all material respects inrefation o the basic financial statements taken as o whole.

g MJ\M i:
N 0
CERTIFIEED PUBLIC ACCOUNTANIS
Peloskey, Michigan



CITY OF GRAYLING
P.O BOX 349
GRAYLING, M1 49738

MANAGEMENT'S DISCUSSION AND ANALYSIS

This section of the CITY OF GRAYLING annual financial report presents our discussion and analysis of the entiry’s financial
performance during the fiscal year ending June 30, 2006,

FINANCIAL HIGHLIGHTS:

Our financial status remained stable over the last year, Ending net assers for the Governmental Funds wotal §7,980,314  during this
fiscal year, which reflects an increase of §34,953.

Overall revenues for Governmenial Funds were $2,250.579. In addition, we booked Grani Revenue of §191,512. Toral expenses for
the year were §2,452,500, which reflected an excess expense of revenue vs. expenditures of $10,409.

In 1994, the people of Michigan approved Proposal A. The change to the state's tax s truciure created an assessed value and a
iaxable value for each parcel. The SEV, is 50% of the rrue cash value of a piece of land and its improvements.  Value continues (o
rise as the value of property increases. The increase in taxable value is capped at the rate of inflation or 5%, whichever is smaller, as

long as the owner does not sell the property. Upon a sale, the property s reassessed and the new taxable valuwe will rypically be the
same as the assessed value.

Property taxes are based on the taxable value not the assessed value. If there is ho growth or improvements in the City, the property
tax revenue will enly increase by the rare of inflanton.  Most lownships are experiencing o much greaier growth in their property tax
revenue, due ta the fact new development is 1aking place wn rural communities rather than cities .

Cur 3005 taxable value increased by 5.42% during the last year, from $52,401,189 10 §35,138,791. Assessed Value only increased
3 15%, from $66,185,423 to § 68,268,900, 4 notable iaxabie increase would seem 1o indicate increased growth, h owever we had
favorable rulings from the Michigan Tax Tribunal for omitted properry that was overloaked by previaus assessors,

OVERVIEW OF THE FINANCIAL STATEMENTS.

This annual repor! consists of three parts:  management's discussion and analvsis, the basic financial statements and other

supplementary information. The basic financial statements include two different types of stalements thut present different views of the
entiey.

The first twa starements are entity-wide financiol statements and provide boih long- and shori-term information about our overall
Sfinancial statws. These statements present governmental acnvities andr’or business-type activities.

The remaining statements are_fund financial staremenis which focus on individual parts of the entity in more derail.
The notes 1o the financial statements explain some of the information mn the statements and provide more detatled data.
The supplemental infoirmanon further explains and supporis the financial statement information.

ENTITY-WIDE STATEMENTS.

The entity-wide starements report information about the entity as a whole using accounting methods used by private companies. The
Statement of Net Asseis includes all of the entiny's assets and liabilities. The Statement of Activilres records all of the current year
revenues and expenses, regardless of when received or paid

The rwo ennnv-wide statements report net asseis and how they have changed et assets are the difference berween the entin's assets
anc ltabilities. This Is one method 10 measure the enuny's financial health or position. Over time. increases and decreases in 1he
entin’s net assels are an indicaior of whether financial pasition s improving or deterioraitng,

Zo assess overall health of 1the ennty you may also have 10 consider addinonal factors such as wo base changes, jacilin conditions
and personnel changes,

LE)



FUND FINANCIAL STATEMENTS:

The fund financial siatements provide more detailed information about the entity's funds, focusing on significant (mayor) funds and not
the eniity as a whole. Funds are used to accouni for specific activines or funding sources. Some funds are required by law or bond
covenants. They also may be created by the ennty's baard Funds are esiablished to account for funding and spending of specific
Jinancial resources and 1o show proper expenditure of those resources.

The entiry has the following types of funds:

GOVERNMENTAL FUNDS - Mosi of the entiy’s activities are included in the governmenial fund caiegory  These funds are
presented on the modified accrual basis, which is designed to show shori-term financial mformation. You will note that differences
berween the entify-wide statements and the fund statements are disclosed 1o explain the differences berween them.

PROPRIETARY FUNDS - These funds represent activiies in the governmen, which are basically treated (ike privaie sector
companies. These funds are designed to have revenues earned adequate to pay for the operations of the activity. These funds are
presented on a full accrual method and will show litlle difference from the entiny-wide statemeni presentarion.

FIDUCIARY FUNDS - The entity is a trusiee or fiduciary for assets that belong 1o oihers. The enlity maintains these funds and is
responsible for ensuring that the assets of these activines are spent for thewr intended purpose and at the divecrion of those 1o whom
the funds beleng. These acliivities do not appear wn the enfity-wide financial statements since the assets do not belong 10 the entiry.

FINANCIAL ANALYSIS OF THE ENTITY'S FUNDS:

101 General Fund

The General Fund is the City's main bank account. It collecis all money that the law does not require to be accounted for in a
separaie fund I also pays all the bills that do not fall within another fund. The General Fund covers the widest range of activities in

anvciry. In Grayling, o pays for all cuty services except streets, equipment, water and sewer.

The General Fund had a Fund Balance of §1,961,807 June 30, 2006 designated funds are as foliows:

Cemetery restricted $433,953

Fire protection §4,254

Unfunded Pension 417,535

Undesignated funds 1,024,005

Capital projecis for the fiscal year were as follows.

Park Project § 44,785 in Progress
fce Rink Surface 2,160 Completed
Cemetery Expansion 89,253 Completed

We received funds from the Enterprise Grant of 813,360 for the DDA, funds from the Brownfield Grant i the amount of 396,152, and
the Muitary contributed 380,000 10 fund a fulltime person at the Fire Department, in addition 1o provide funds 1o purchase emergency
equipment and training for protection on the atrfield. The Muitary contribution is an anmual agreement and is not guaranteed 1o
continue

Wages were increased by 3% for all nonunion employees. All union employee wages increased according to their contracls. Fringe
bene i and payroll taxes have [ncreased accoraingly BCBS continued 1o 1ncrease, up 12%. MERS costs have leveled ow with only
minor increases for two divisions Non-Union dmasion increased .68%, Police Union increase 2%, and DPW Union decreased
6% The ratio of the Valuation Asseis to the Aciuarial Acerued Liabilitv as of December 31, 2005 (s 84%, with an unfunded liability
of §417,333.

Expenditires were allocated as follows:

Culture and Recreation 5 63,555
General Governmen! 511,368
Legisfative & Legal 79,380
FPublic Safet 731,823
Fublc worlks 146 858

Total § 1,812,994



202 Major Streets & 203 Local Streets

The State of Michigan classifies all city streets as Major and Local Streets. The classification is based on criteria that include wideh,
parking restrictions, connections fo siare runk lines and regffic count. Major Streets are eligible for increased funding from the stare.
This year we received PA 51 Funds of $98,402 for Major Streets and §45,046 for Local Streets. The street funds receive money from

the state that is raised from gasoline taxes. This money must be used for consiruction and mainienance of city streets. The revenue
Jor these classificarions must be kept in separate Junds.

This siate moncy does not cover the rotal cost of sirects for any city. Each year, money is transferred from the General Fund 1o pay

Jor the cost of maintenance and snow removal We wransferred §195,705 10 Local Streets and we anticipate a transfer of $33,000 o
Local Sreets next year fiscal year,

Fund Balance for Major Streeis as of June 30, 2006 was $130,378, and Local Streets had a balance of $14,837. The State of Michigan
aliows a transfer up 1o 25% of Major Sireet Fund Equity to Local Sireeis for operaiion.

The major streeis tn the Cuy include:

. Industrial Drive
. Hanson

. Dupont

. Salling

. Lake

. Maple

. State

. Michigan

. Pennsular

. Norway

» One block of fonia from Cedar to Peninsular

All other city sireers are classified as local sireers.

211 Income Tax

The Income Tax Fund collects the revenue from the autv Income Tax  In 1972, the volers approved the ordinance, which hmited
expenditures from the fund 1o streer and storm sewer construction. This is a 1% tax en income of city residents and ' % on the
income others earn in the city. Then in 2002 the voters expanded the use of these funds for any captial improvements wuhin the Ciey,
It 15 important tha! the Income Tox Fund always has sufficient money to pay for necessary street and sidewalk improvements. which
was the orieingl inient of the ordinance thai the residents approved. Ciny Councid adopted the policy establishing a mintmum amount
of $213,000 10 be retained in the Income Tax Fund for such needed improvements.

The fund balance as of June 30, 2006 was $931,909.

The 2006-2007 anticipated capital profects include

Reserved for Streeiscape profect 5 60,000
Reserved for Park Improvements 193,988
Reserved for Stormwater improvements 43,000
Reserved for Eqinpment Internal Service 100,000
Reserved for well improvement 35,500
Retained Fund Balance 5 215,000 (per City Council 04-265)
Undesiznated income Tax funds F) 284,421

Revenues were 100% of anticipaied budgel. We continue to pursuc diligent enforcement and consisien: disbursemem of information o
our residenis and business owners. With amicipated growth we are confident our income projecuions are réalistic, however if the
erowtn is delaved the annaipoted revennes could jall short of prajections.



Many projects have been discussed for future years, such as Michigan Ave. Streciscape. These projects have not been inciuded in the
designated funds. The City musi be very cautious about over extending the Income Tax Fund  We must also keep in mind cash flow
trends In this Fund. The majority of the revenue is collected in the middie of ihe fiscal year, therefore we must mainiawn @ healthy
Sfund balance to operate.

370 Bond Debt Fund

This Fund is used to pay our General Fund obligations. A ransfer from the General Fund is made o the Bond Debt Fund 10 cover
this obfigation.

470 Capual Construction Fund

This fund was initially set up 10 track all expenses relating 10 the construction of the new City Hall  Since the project is complete this
Jund is no longer needed. We can use it in the future if a construction project is needed.

590 Sewer Fund and 591 Water Fund

Water & Sewer Fund accounis for the City providing water and sewer services to the residents and businesses in the Ciry. Revenue is
provided primarily through user fees. The state requires that revenues in this fund must cover any costs for the services.

Revenues fell short of projections 8. 60% for Sewer and 5.10% for Water. Grant Revenue for the Water Fund totaled §168,386 for
Maple S1. and § 385,694 in the Sewer Fund for the Siornwater projeci,

Expenditures were allocaled os follows. Sewer Water
Operations $217.237 538,350
Repairs & mainrenance 26,677 27,580
Depreciation 130,321 29,747
Capital Improvemenis 447,544 265,715

We increased our net asseis in the amount of §566,242, The Stormwater project added 3428359 1o construction in progress. Maple
Streer consiruction added $227,749. The Sourhside/Lawndule & Fulion Project added 839,135 and was completed in the 05-06 fiscal
year, and finally we renovated one of our wells 10 add 518,000, Again we were very productive and continue 1o replace old
infrasiructure in an effort 1o provide continued reliability in our water and sewer system

We are c onfident that with ¢ ontinued Siate and Federal Grant support a nd a ninual r ate i ncreases, we will improve o ur financial
position.

661 frpernal Service Fund

Think of the Imernal Service Fund as the City's motor pool. It accounts Jor the cost of acquiring, maimaining, and providing vehicles
and equipment for various Ciry depagrtments. This includes the cost of buildings 1o house that equipment. Each deparmment pays a
rental charge fo the fund for their use of iis equipment. This allows the internal Service Fund to replace City equipmen: when
necessary

Iis mutial balance was a transfer from the General Fund. The revenue from equipmeni rental does not cover the cost of purchasing
equipmeni or depreciation  The vemal revenue covers the cost of mainiaining, repairing and fueling the equipment  Over the vears.
the General Fund has ransferred money 1o the Internal Service Fund on o regular basis. This moncy has heen used for the purchase
of the eguipment

Total Balancey and Reserves as af June 30, 2006 was $766.537, however §361,165 is property plant & eguipment and 15 not a Liguid
wsel We anncipate the level of rraraiers from the (ncome Tax Fund to be §100,000 for the purchase of a new plow truck



CONDENSED FINANCIAL STATEMENT INFORMATION:

City of Grayling
Changes in Net Assets
June 3T, 2006 znd 2005

Govemmentai Activines Busiress-ype Activities \ Total
2008 2005 2008 2005 | 2008 2005
Revenue
Program revenues:
Charges ior services 265671 223,750 $ 5B3,756 § 611538 820427 835,289
Coerating grants and contnbutions 143,448 158,842 568,084 3159 711,532 191,433
Capital grants and contnbutions 192,227 832494 | 192,227 932 494
General revenues;
Property laxes 842,380 780,687 842,380 780,657
income 1axes 406,780 432 184 - 403,780 432 194
Sates taxes 228,082 231735 229,092 23735
Aioohot beverage taxes 5,586 5,567 5,536 5557
Unrestricied investment earnings 270,258 221574 41,294 16,459 311472 238,025
Sale of property 18.384 59,085 18.394 59,083
Other 35543 21,215 36,543 21215
Transters 43,000) [359,505) 42,000 359,505 -
Total revenues 2,367,379 2,708,538 1,216,054 1,019,188 | 1583433 IT.724
FunctionfProgram Expenses
Legislative 19,380 20,483 19,290 20483
General govemnment 854 572 910,151 884,572 810,151
Public safety 785.070 §85.807 783,070 699 807
Pubh works 165,461 182,500 - 165,461 152,500
Highvsays and streets 451,738 533,044 481,736 533,844
Culture ang recreation 19,192 22,257 19,192 22.257
Debl service 51.499 43442 51492 43442 |
Water and sewer §49.812 §11,725 549,812 511,725
Total expenges 232 2382484 | B49.612 511,725 3.026.734 2,594 208
Change in net assets 25431 325054 566,242 407 461 555,699 7335158
Hel assets - beginning of year 7.945.301 76180307 4,809 682 4582221 12,945,043 12211528
Priot pericd adjustment A4 48 L4485
et assels - end of year 7880314 7945361 | § £.565.924 4,889552 12,546,238 12945043 |




City of Grayling
Statement of Net Assets
June 30, 2006 and 2005

Governmental Activities Busrness-type Acliviiag Toml
2006 2005 2008 2005 2006 2008
Assets
Current and ofher assets 5 3504462 % 3683208 | § 9T $ 1385781 | & 4488503 % 5058089
Capital zssets - net of accum. dep. 5828.213 5,855,346 £.253.002 5.5099,330 | 12.092.220 11454678
Tolal assels § 9333880 § CE4R534 | & 7.240043 S B9BSIN | 8 16373723 % 16513665
Liabilltias
Current liabiities 351,857 732,044 112,119 371429 463,576 1,103,473 '
Bonds payablg, long-term porlion 1,001,508 871,148 1,562,000 1.594.000 2,583,509 2,485,143
Total liabiliies 1,333,365 1,803,183 1674118 1965428 3,027 485 3562622
Net Assets
fnvestment in capital assets
nel of refated dept 4.810,008 4777823 4,558,522 3.973.330 8,358.531 3754,183 |
Resincted - . 110488 90,004 110,480 40,004
Unrestricted 3,170,308 3967 538 898 922 §36.348 4,087,227 4,103,888
Total net assets 7.980,314 7945361 £.556,524 4,500,882 13,546,238 12,845,043
Total tiabililies and net assets :_$ 0333880 § 8548554 | 8 7240043 $ 6865111 | & 1EE7IFY 8 16513665

Long-term Debt

Governmental Aciivities: §1,019.209
Business-type Activities: 51,594, 000

Analvsis of Original budeet 10 Actual and Amended

Final budgeted revenues and expenditures increased from original budgeted amounts. Approximately $245,000 of the confingency
was 1apped for increases in budgeted expendinires.

Final actuel revenues were stightly over final budgeted amounts.

Final actuai expenditures were less thar final budgeted amownis. The largest budzer variances was in public safery for §25,000 for
capieal improvements thar way not expensed

G



ENOWN FACTORS AFFECTING FUTURE OPERATIONS:

We have several projects that will be completed in the next fiscal year. Unfornmately we do noit have final complerion numbers on
every project. However, we believe we have provided the most accurate numbers possible,

CONTACTING ENTITY MANAGEMENT:

This financial report is designed to provide our taxpayers, creditors, investors and interested pariies with a general overview of the
entity's finances and to demonstrate the entity's accowntability for the revenues it receives. If you have questions concerming 1his
repori, please comact CITY OF GRAYLING, PO BOX 549, GRAYLING, MI 49738 or call (989) 348-213]

Terry McGregor, Treasurer



Assels

Current Assets
Cash
Investments
Accounts receivable
Toxes receivable
Due from fiduciary fund
Due from other governmeniai units
Inveniory

Total current assets

Noncurrent Assets
Resiricted cash
Land
Buidings
machinery and equipment
Infrastructure
Construction in progress
tess: accumulaied depreciation

Total noncurrent assets

Total ossefts

CITY OF GRAYLING
Statement of Net Assets
June 30, 2006

Governmental Busingss-type
Aclivities Activities Total

3 2,677,170 3 485,678 R 3.162,848
490,745 250,000 940,745

- 222,465 222,465

1,845 - 1,845

45 - 45

134,657 - 134,657

- 18,898 18,898

3.504,442 977,041 4,481,503

- 110,480 110,480

215,764 - 215,744
2,136,681 - 2.136,68)
2,842,529 8,605,265 11,447,794
8.095.746 - 8,095,746
81.710 575,429 657.13%
(7.543,212) {3.028.172] {10,571,384)
5,829,218 6,243,002 12.092.220

$ 9,333,680 3 7.240,043 $ 16,573,723

See accomponying noies 1o the basic inancial siatements 10



CITY OF GRAYLING
Statement of Net Assets
(Continued)

June 30, 20064

Governmental Business-type
Activities Activities Total
Liagbilities and Net Assets
Current Liabilities
Accrued expenses 3 2.119 $ 2,091 i 11.210
Accounts payable 71,258 38,178 109.436
Accrued interest pavable 16,820 39,850 36.670
Due 1o other governmental units 19.121 - 19,121
Detferred revenue 164,152 - 164,152
Netes payable, due within one year 41,387 - 41,387
Bonds payable, due within one yeor 30,000 32.000 62.000
Total current liabilifies 351,857 112,119 443,976
Noncurrent Liabilities
Compensated absences payable 33,687 - 53,687
Notes payable 157,822 - 157,822
Bonds payable 790.000 1,562,000 2,352,000
Total noncumrent liabilities 1.0071.5G¢% 1,562,000 2,563,509
Total iabilifies 1,353,366 1,674.119 3,027.485
Net Assets
invested in capitol asseis,
net of relaied debt 4,810,009 4,558,522 2,368,531
Restricted - 110,480 110,480
Unresiricted 3,170,305 894,922 4,067,227
Total net assets 7.980.314 5,565,924 13,544,238
Total icbilities and net assets ) 2,333,480 $ 7.240.043 % 16,573,723

Ses gecomgonying notes to the basic financic! statemeants, t
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CITY OF GRAYLING
Balance Sheet
Governmental Funds
June 30, 2004

Major Locai
Assets Ceneral Sireet Street
Cash 3 1,218,501 3 117,038 3 8,686
Investments 690,745 - -
Taxes receivable 1,845 - -
Due from other funds 31.145 - -
Due from other governmentai units 110,957 146,200 7,500
Total assets $ 2,053,213 $ 133,238 $ 16,186
Liabilities and Fund Balances
Liabilities
Accrued expenditures $ 6,621 $ 873 $ 934
Accounts payable 65,664 1,987 415
Due 1o other funds - - -
Due to other governmental units 12121 - -
Deterred revenue - - .
Total liabiliies 21,408 2.860 1,349
Fund balances
Unreserved, designated for:
Cemetery expenditures 435953 - -
Fire protection expenditures 84,254 - -
Unfunded pension 417,535 - -
Streeiscape grant - - -
Recreation - - -
Equipment - - -
Storm water - - -
Well Improvement - - -
Unreserved, undesignaied:
General fund 1,024,065 - -
Special revenue funds - 130,378 14,837
Total fund baionces 1,961.807 130,378 14,837
Total liabilities and fund bolonces 3 2,053,213 3 133,238 $ 16,186

See accompanying notes to Ihe basic financral stotements,



Other

Nonmgjor Total

Income Governmenial Governmental
Tax Fundis Funds

$ 1,127,573 3 - 3 2,471,798

- - 490,745

- - 1,845

- - 31,145

- - 134,657

3 1,127,573 % - $ 3,330,210

$ - $ - $ 8,428

392 - 68,458

31120 - 31,120

- - 19,121

164,152 - 164,152

195,684 291,279

- - 435,953

- - 84,254

- 417,535

60,000 - 460,000

193,288 - 193,988

100.000 100,000

43,000 43,000

35,500 - 35,500

- - 1,024,065

499,42] - 644,634

231.90¢9 - 3.038,931

3 1,127,573 3 - $ 3,330,210




CITY OF GRAYLING
Reconciliation of Governmental Funds Balance Sheet to the
Statement of Net Assets
June 30, 2004

Total Fund Balance - Governmenial Funds

Amounits reporied for governmental activities in the statement of net assets
are different because:

Governmental funds report capital outtays as expenditures. However,

in the siatement of net assets, these assets are capitatized and depreciated

over their esfimated useful livas,

Govermmenial capital assets
Accumulated deprecialion

Govermnmental funds report interest when due, whereas in the siatement
of net assets, interest is accrued on outstanding bonds.

Long-term liabilities, including bonds payable, are not due and payable
in the current pericd and therefore are not reported in the govermnmenial
funds,

Govermnmmental bonds payable
Govemnmental noles payoble
Compensated absences

The Internal Service Fund is used 1o charge motor vehicle usage cosls
to various departments within the City. The assets and liabilities
of the Internat Service Fund are included in govermnmenial activities
in the sfatement of net assets.

Net Assefs of Governmental Activities

See occompanying notes fo ihe basic inonciat statements 14

$3.038,931

12,358,597
[7.090.544)

{16.820)

{820,000
(199,209}
(53,687)

763,046

§$7.280314



CITY OF GRAYLING
Statement of Revenves, Expenditures, and Changes in Fund Balances
Governmental Funds

Forthe Year Ended June 30, 2006

Revenues
Taxes
Federal revenue
State revenue
Charges for services
inferest and rentals
Other
Intergovernmental revenues

Total revenues

Expenditures

Current:
Culture and recreation
General governmeni
Highways and sireefs
Legisiative
Public safety
Public works

Debt service:
interest
Principal retirement

Capital cutlay:
Public safety

Total expendifures

Excess {deficiency} of revenues
over expendifures

Other financing sources {uses)
Transfers in
Transfers out
Sale of property

Total other financing
sources (uses}

Net change in fund balances
Fund balances - beginning of year
Prior petiod adjustment

Fund balances - end of year

See accompanying nofes fo the basic financial statemenis.,

Major Local
General Street Street
842,380 $ -
15,360 - -
411,545 98,402 45,044
265,671 . "
221,197 4,957 214
33,884 2,659 -
56,530 - -
1,846,567 106,018 45,960
63,555 - -
831,368 - .
- 151,815 245,840
19,390 - .
751,823 - -
143,413 - .
3,445 - -
1.812,9%4 151,815 245,840
33,573 [45.797) {199.880)
41,605 - 195,705
(164,669) - -
18,394 - -
(104,670 - 195,705
{71,097} {45.797) {4,175)
1,988,408 176,175 16,012
44,496 - -
1,961.807 $ 130,378 14,837




Income
Taix

Other

Nonmgjor
Governmenial

Funds

Totat
Governmental
Funds

406,780

36.746

- kY 1,249,140
- 15,340
- 354,993
- 265,671
- 263,834
- 36,543
- 56,530

443,546

- 2,442,091

140,419

43,164
58,268

- 63,555
- 971,787
- '397,655
- 19,390
- 751,823
- 143,413

43,164
58,268

- 3,445

140,419

101

432

2,452,500

303,127

{101

432)

(10,409)

1223,434)

101

432

338,742
- (388,103)
; 18,394

[223.434)

101,

(30,267}

79.6%3

852,216

- 141,376)
- 3,035,811

- 44,494

931.90¢%

- ¥ 3,038,931




CITY OF GRAYLING
Reconcifiation of the Statement of Revenues, Expenditures, and
Changes in Fund Balances of Governmental funds to the
Statement of Activities
Forthe Year Ended June 30, 2006

Net Change in Fund Balances - Total Governmental funds $ {41,376)

Amounts reported for governmental activities in the statement of activities
are different because;

Governmental funds report capital outlays as expendiiures. However,
in the sictement of activilies, the cost of these ossets is allocated over
fheir estimated useful lives as aepreciation.

Expenditures for capiial assets 336,383
Current year deprecialion [386.403)

Repayment of bond and nofe principal is an expenditure in the governmental
funds, out the repayment reduces long-term iiabilities in the statement
of net assets. This is the amount of principal paid on fong-term delt. 51,148

Interest on long-term debt is recognized as an expenditure whenit is
due in the govemmental funds, However. in the staiement of activities,
interest expense is recognized as the interest accrues, regardiess of
when it s due, {1.215)

Compensated absences are recognized as an expenditure when it is paid
in the governmental funds, In the statemeni of activilies, however,
compensalied absences are recognized as an expense when earnad. (2.538])

The Internal Service Fund is used to charge motor vehicle usage costs
to various depaoriments within the city. The net revenue [expense) of
the Internal Service Fund ks included in governmental activilies in
the siaiement of aclivilies. Depreciation i excluded from this adjustrment
due fo inclusion above, 34,458

Change in Net Assets of Governmental Activities $ {9.543)

See accompanving noles 1o the basic financial statements. 14



CITY OF GRAYLING
Statement of Revenues, Expendifures, and Changes in Fund Balance - Budget and Actual
General Fund
Forthe Year Ended June 30, 2004

Budgeted Amounts Yarionce with
Actugl Finol Budget
Qriginal Fingl Amounts Over/{Under}
Revenues
Taxes $ 811.800 3 811.800 $ 842,380 $ 30,580
Federal revenue 146,000 117,000 15,3460 {101,640}
State revenue 232,775 312,775 411,545 88,770
Charges for services 285,984 285,984 265,671 [20,313)
Interest and rentals 200,981 236,981 221,197 {15.784)
Other 6.000 22,405 33.584 11,479
Intergovernmental revenues 56,531 56.531 56,530 (1)
Total revenues 1,740,071 1.843,476 1,846,547 3.091
Expenditures
Cumreri:
Culiure aond recreation 155,925 69,400 63.555 {5,845)
General government 655,060 840,138 831,348 [28,770)
Legislative 21,800 21,800 19.3%0 {2,410}
Public satety 391,560 806,193 751,823 [54,370)
Public works 167,840 140,254 143,413 3.15%
Caopital cutiay:
Pubtic safety 63,500 3,445 3,445
Total expenditures 1.653.685 1.901.230 1.812,9%94 (88,236}
Excess [deficiency) of revenues
over expenditures 84,386 (57,7 54]) 33,573 91,327
Other financing sources (uses)
Sale of property 30.000 30,000 18,394 [11,606)
Transfers in 86,325 50,300 41,605 (8,695}
Transters out (Y51,274) [169,178) [164.669) 4,509
Total other financing
sources {uses) {34,94%} [{88.878) [104,670] (15,792}
Net change in fund balance 49,437 {146,632} (71,097} 75,535
fund balance - beginning of year 1,995,454 1,799,385 1.988.408 189,023
Prior petiod adjustment - - 44,494 44,454
Fund balance - end of year $  2.044,89 & 1,652,753 § 1.961.807 3 309,054

See accompanying noles 1o the pasic fincazo siatements. 17



CITY CF GRAYLING

Statfement of Revenues, Expenditures, and Changes in Fund Balance - Budget and Actual

Revenues
State revenue
Interest and rentfals
Miscellaneous Income
Total revenues
Expenditures
Cunrent:
Highways and streets

Excess [deficiency) of revenues
over expendilures

Net change in fund balance
Fund balance - beginning of year

Fund balance - end of year

Major Street Fund

For the Year Ended June 30, 2006

Budgeied Amounts

Varignce with

Actual Final Budge!

Origingl Final Amounts Over/{Under)

$ 102,400 3 102,400 $ 98,402 $ [3.998)

2,000 4,500 4957 457

- 2,500 2,659 159

104,400 109,400 106,018 {3.382)

152,057 162,057 151.815 {10,242)

{47.657} {52,657} [45,797) 5,860

(47 .657) (52,657} {45,797} 6,860
176,175 176,175 176,175 -

$ 128,518 3 122,518 $ 130,378 3 6,860

Ses Qreompanying notes 10 the bosic fmanciar statements. 18



CITY OF GRAYLING

Statement of Revenues, Expenditures, and Changesin fund Balance - Budget and Actugl

Revenues
State revenue
Inierest and rentals
Total revenues
Expendiiures
Current:
Highways and streets

Excess {asficiency) of revenues
over expenditures

Cther financing sources (uses)
Transfers in

Nei change in fund balance

Fund balance - beginning of year

Fund balance - end of year

Local Street Fund

For the Year Ended June 30, 2004

Budgeted Amounts

variance with

Actual Finol Budget

Criginal Fincl Amounts Over/{Under)

$ 47,040 3 47.040 $ 45,044 $ {1,994)

400 400 914 514

47,240 47,440 45960 {1,480}

123,326 248,348 245,840 {2.508)

[75.888) {200,908) (19%.880) 1.028

45,886 194,890 195,705 815

.{30,000) {6,018 (4,175} 1,843
19,012 19,012 19012 -

% {10,988} $ 12,994 $ 14.837 $ 1.843

Se= gocomponying notes to tne bans fnonciol statements, 1§



Statement of Revenues, Expenditures, and Changes in Fund Balance - Budget and Actugi

Revenues
Taxes
Inferest and rentals
Capttal Contributions
Total revenues

Expenditures
Current:
Generct government

Excess (deficiency] of
revenues over expenditures

Other financing sources (uses)
Transfers out

Net change in fund balance
fund balance - beginning of year

Fund balance - end of year

CITY OF GRAYLING

income Tax Fund
For fhe Yeor Ended June 30, 20046

Budgeted Amounis

Variance with

AcCtual Final Budget

Qriginal Final Amounts Over/{Under)

% 405,000 $ 405,000 $ 406,780 $ 1,780
13,000 33,000 36,766 3,766

- 216,975 - [216,975)

418,000 654,975 443,546 (211.429)
109,323 158,721 140,419 {18,302}
308.677 496,254 303,127 (193.127)
(129,325) (231,314) (223,434) 7.880
179.352 264,740 79.4693 {185,247}
1,3467,30) 1,452,889 852,216 {600,673}

$ 1.546,453 $ 1.717.829 $ 231,909 $ [785.920)

See acocompanying noles 1o the basis inancal sliatements. 20



CITY OF GRAYLING
Statement of Net Assefs
Proprietary Funds
June 30, 2006

Business-type Business-fype Governmental
Activities- Activities - Activities -
Enterprise Fund Enterprise Fund internat Service
Sewer Water Fund
Current Assets
Cash $ 410,340 $ 75,338 % 205,372
Invesirnents 162,500 87,500 -
Accounts receivable 159,8%6 62,569
Inventory 12,285 6,613
Total current assets 745.021 232.020 205372
Noncurrent Assets
Restricted cash 49,560 60,920 -
Construction in progress 575,429 - -
Machinery and equipment 6,848,428 1,756,837 1,013,833
Less: accumulcted depreciation [2,122,569) [905,603) (452,668}
Total noncurrent assets 5,350,848 212,154 541,165
Totaol assets 3 6,095,869 % 1,144,174 $ 766,537
Liabilifies and Net Assets
Current Liabilifies
Accrued expenses 3 1,229 3 862 $ 691
Accounts payable 356,661 1,517 2,800
Accrued interest 23,710 15,940 -
Bonds payable - curreni 19,200 12.800 -
Tolal current liabilifies 81.000 31,119 3,491
Noncurrent Liabilifies
Bonds poyable 937,200 424,800 -
Total liabilities 1.018.200 655,219 3,491
Net Assels
Invested in capital assefs, net of related debt 4,344,688 213,634 561,165
Restrictaed for copitalimprovements 23.800 47,300 -
Restricted for bond covenants 25,760 13,620 -
Unrestricted 683,221 213.70) 201,881
Total net assais 5.077.66%9 488,255 763,046
Total habiifies and net ossets 3 6,095,869 3 1.144174 % 766,537

See accompanying noles o the basic financial statermanis. 21



CITY OF GRAYLING
Statement of Revenues, Expenses, and Changes in Fund Net Assets
Proprietary Funds
For the Year Ended June 30, 2004

Business-type Business-type Governmenial
AcCTivities- Activities - Activifies -
Enterprise Fund Enterprise Fund Internct Service
Sewer Water Fund
Operafing revenues
Charges for services 3463.806 $ 199,950 3 181,695
Operating expenses
Personne 93.026 79,049 65,366
Contractual 84,281 34,795 18,286
Suppilies 4,353 8,774 37.845
Uiilities 33,577 15,932 10,917
Repalr & maintenance 26,677 27,580 33,969
Depreciaticn 130,32) 29,747 56.181
Total operating expenses 374,235 195877 222.564
Operating income [loss) {10,429) 4,073 {40,869}
Nonoperating revenues
Interes! and rentals 17,119 24.095 6.424
Federol revenues - 168,386 -
State revenues 394,745 4,953 -
Total nonopercating revenues 411,864 197,434 6424
Nonoperating expenses
Inlerest {47,620} {31.,880) -
Totai nonoperating revenues {expenses) 364,044 165,554 6,424
Income [loss) before operating
transiers ond copiial contributions 353,615 169,627 (34,445)
Operating fransfers in 43,000 - 6.361
Change in netf assets 394.615 169,627 [28,084]
Total net assets - beginning 4,681,054 318,628 791,130
Total net assets - ending $ 5,077,649 5 488,255 5 763.046

See accompanying notes 10 e basiz lnanciol siglements 22



CITY OF GRAYLING
Statement of Cash Flows
Proprietary Funds
For the Year Ended June 30, 2004

Business-type

Business-fype

Governmental

Activities - Activities - Activities -
Enterprise Fund  Enterprise Fund  Internal Service
Sewer water Fund
Cash flows from operating activifies
Cash received from customers $ 327,322 $ 200.733 % -
Receipts from interfund services provided - - 181,695
Payments to employees {94,990) (79.907) [65.864)
Payments to suppiiers {234,891} {162,038} {92,863)
Paymenis tor interfund services used [69.548) {25.990) [9,834)
Net cash provided {used)
oy operating activities {72.107) (67,202] 13,134
Cash flows from non-capital financing activities
Subsidy from federdi/stale grant 394,745 173,339 -
Cash flows from caopital and
related financing activities
Transfer from ¢ther funds 46,750 - 6.361
Acquisifion and construction of capital assets (447,545) {265,715} {24,697}
Interest paid on revenue bonds {48.228) {32,272) -
Principal paid on revenue bonds {19,200} [12,800)
Net cash provided {used] for
capiial investing activities [468,223) {310,787} [18.336)
Cash fiows from investing activities
interest received 17,119 24,095 6.424
Purchase of investments {3,250] (1,750} -
Net cash provided {used by investing activilies 13.66% 22,345 6,424
Netincrease [decrease} in cash {131,716) [182.305) 1,222
Cash, beginnping 591,614 318,563 204,150
Cash, ending ¥ 459,900 $ 136,258 N 205,372
Reconciliation of operating income io net cash
provided (used) by operating activilies
Operaiing income {loss) % {10.429) % 4,073 % (40,869}
Adjustments 1o reconcile operaling income to
net cash provided by operating activities:
Depreciation 130,327 29,747 56,181
(Increase] decrease in customer receivables [35,484) 783 -
{Increase) decrecse in prepaid expenses 723 389 1,085
lncrease (decrease) in accounts payable 153,551} (100.947} {1.680]
Increose {Cecreose) in accrued expenseas {2,687 1,247} i1,583)
Total adusiments {61,678} (71.275) 54,003
MNei cash provided (used) by
operaiing activities % (72307) % {67.,202) 5 13.134

Sge aocomoanying nolas 1o the basic inancial statements. 23




CITY OF GRAYLING
Statement of Fiduciary Net Asseis
Fiduciary Funds
June 30, 2006

Agency Fund

Assets
Cash 3 45
Liabilities
Due to other funds $ 45

See accompaying notes 1o the bosic tnancial staremeants, 24



NOTE 1.

CITY OF GRAYLING
NOTES TO FINANCIAL STATEMENTS
June 30, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City of Grayling ("the City"] was incorporated in May 1935 under the provisions of Act 279,
P.A1209, as amended (Home Rule City Act}. The City operates under o Council-Manager
form of government and provides the following services as authorized by ifs charter: public
safety {police and fire], highways and streets, cemetery, sanitation, health and social services,

culture andrecreation, public improvements, planning and zoning, and general administrative
SErvices.

The City's financial statemenis are prepared in acceordance with generally accepted
accounting principles {GAAP). The Governmental Accounting $tandards Board {GASB) s the
standard-setting body for governmenial accounting and financial reporiing.  Tne City's
reporting entity applies ait relevant Governmental Accounting Standaords Board {GASB)
pronouncements. Proprietary funds and similar component units apply Financial Accounting
Standards Board (FASB} pronouncements and Accouniing Principles Boord |APB) opinions
issued on or before November 30, 1989, unless those pronouncements conflict with or
confradict GASB pronouncements, in which case, GASB prevalls. Pronouncerments of the FASE
issued ofter November 30, 1989 are nol applied in the preparation of the financial statemenis
of the proprietary funds in accordance with GASB Statement No. 20. The following is o
summary of the significant policies used by the City of Grayling:

REPORTING ENTITY

The accompanying financial statements have been prepared in accordance with criteric
established by GASBNo. 14, and amended by GASBS No. 39. GASBS 14 states that the primary
basis for determirung whether outside ogencies and organizaiions should be considered
compenent units of the City and included in the City's financial statements s financial
accountakility, Financiol accountobility has been defined as follows: A primary government
has substantive outhority to appeoint o voling majority of the component unit's board; the
primary government is either able to impose its will on o component unit or there is a potential
forthe component unit to provide specific financial burdens on the primary government; and
the component unit is fiscolly dependent on the primory government. Tne City has no
compaenent units.

RELATED ORGANIZATION

Tne Grayling Housing Commission " the Commission'} is governed by a five-member board
oppointed by the Grayling City Council. The Commission is tegally separate and not financicily
accouniable ‘o the City of Gravling, thus it is not shown as part of the City's financict
statements. Complete financial statements for the Commission can be cbtained from its
adminisiralive office.

BASIC FINANCIAL STATEMENTS - OVERVIEW

The City of Gravling's basic financial statements include both governmeni-wide {repariing the
City as a whole] and fund financial statements {reporfing the City’s major funds). Both the
governmant-wide and the fund fingncial stotemeanis categorize primary governmean§ acfivities
as either governmenial or business-iype. Governmental activities, which normally arg
supported by toxes and intergovernmental revenues. are reported separaigly from business-
type aclivitias, which rely to a significant extent on fees and charges for supporl. The primary
government 15 reported separalely from iegally separale component units for which tha
primary government is inanciolly accountable, The Cily has ne componeant unifs,

25



NOTE I

NOTES TO FINANCIAL STATEMENTS — CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
BASIC FINANCIAL STATEMENTS ~ GOVERNMENT-WIDE STATEMENTS

The government-wide financial statements report information on alf of the non-fiduciary
activiies of the primary government and its component units. As a general rule the effect of
interfund activity, such as overhead cosis, has been eliminated from fhese statemenis. The
governmeni-wide focus is more on operational efficiency, the sustainability of the City as an
entity and the change in the City's net assets resulting from the current yeor's activities.

The Internal Service fund is consolidated into the governmenial column when presented of the
government-wide level, Tnisis because the principal users of the internal service ars the City's
governmenial activities. The net profit/loss in the intemal service fund is allocated to the
functional activily {public salety, public works, etc.) bosed upon usage.

in the government-wide Statement of Net Assats, both the governmental and business-type
activities are presented on a consolidated basis. Due Yo the full accruagl, economic resource
basis. all long-term assets and receivables, as well as long-term debt and obligalicns are
recognized. The Cify's net assets are reporfed in three parts — invested in capital assets, net of
related debt; restricted net assets; ond unrestricied nef assels. The City first uilizes resiricted
rescurces to finance gualifying aciivities.

The govemnment-wide Stalement of Aciivilies demonstrates the degree to which the direct
expenses of a given function are offsef by program revenues, This statement reduces gross
expenses [including depreciation) by related program revenues, which includes chorges for
services, operating grants and capital grants.

The program revenues must e directly associated with the function. Program revenues
include: {1} charges to customers or applicants who purchase, use, or directly benefit from
goods, services. or priviieges provided by a given function; and {2) grants and contributions
that are restricted 1o meeting the operational or copital requirements of a paricular funclion
orsegment, Taxes and other items not properly included among program revenues arg
reporied as general revenue,

BASIC FINANCIAL STATEMENTS — FUND FINANCIAL STATEMENTS

The financial transactions of the Cily are reported in individual funds in the fund financial
statements. Each fund is accounted for by providing a separote set of sgif-balancing occounts
that comprise its assets, liobilifies, fund balances. revenues and expenditures/expenses. The
focus of the fund financial statement is upon the determingtion of financial position and
changes in financial peosition {sources, uses, and balances of financigl resources).

Government resources gre allocated to and accounted forinindividual funds based upon the
purposes for which they are to be spent and the means by which spending activities ore
controlled. The emphasis in the fund financio' statements i on the major funds in the
governmental or business-type caiegories. GASBS No. 34 sels forth minimum criteria
{percentage of the assels, liabilities, revenues or expenditures/expenses of the govemmental
and proprietary funds) for ihe determination of major funds.

Governmental Funds

The tollowing s o daseription of the major governmsanial funds of ing City:

General fund - The Generol fund i the general operating fund of the City. It is used 1o
account forall financial resources except those required o be cccounied forin another fund.
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NOTE I

NOTES TO FINANCIAL STATEMENTS - CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
BASIC FINANCIAL STATEMENTS — FUND FINANCIAL STATEMENTS — CONTINUED
Major and local Street Funds - The Street Funds account for the operation of the street
departments. Primary financing is provided by the City's share of state gasoline iaxes. State

law requires these gasoline faxes o be used o maintain sireets,

Income Tax Fund - The Income Tax Fund accounis for the proceeds from the City income tax
collections. These collections are reserved for capital improvements.

in addition, the City reports the following non-major governmental funds:

Debt Service Fund - The Debt Service fund accounts for the payment of interest and principal
on tong-term obligations.

Proprietary Funds

The focus of the proprietary funds is upon the determinaiion of operating income, changssin
fund nef assets, financial position, and cash flows, which is similar to for-profit businesses. The
following is a description of the mojor propriefary fund of the City:

Water and Sewer Fund - The Waoter ond Sewer Fund is an Enterprise Fund., The fund is financed
and operated in ¢ manner similar fo a private enterprise. The intent is that costs [expenseas,
including depreciafion} of providing waoter and sewer services to the general public are
recovered through user charges.

in addition, the City reparts the following non-major proprietary funds:

Motor Vehicle and Equipment Fund — The Motor Vehicle and Eguipmeni Fund is an internal
service fund. This fund accounts for the cost of acguiring, maintaining and providing vehicie
and eqguipment usage o various City deparments.

Proprietary funds distinguish operating revenues and expenses from nonoperating ifems.
Operating revenues and expenses genarally result from providing services ond producing and
delivering goods in connection with o proprietary fund's principal ongoing operation. The
principal operating revenues of the Water and Sewer and the Motor Vehicle and Equipment
Funds are charges 1o customers for sales and services. Operating expenses for thase funds
include the cost of sales and services, administrative expenses and depreciation on capital
assets. Al revenues and expenses not meeting this definition are reported as nonoperating
revenuss and expenseas.

Fiduciary Funds

Fiduciary funds are used o account for assets held by the Cityin a trusiee or agent capacity.
Since. by definition, these assets are being held for the penefit of a third party {other local
povernments, private parfies, pension parficipants, eic.) and cannot be used jo oddress
activities or obligations of the government, these funds are nol incorpornted into the
government-wide statements. All frust funds employ the same economic resources
measurement tocus and accrual basis of accounting. as do proprietary funds, Agency funds
use the accrual posis of accounting, however, report only assets and liobilities, The following1s
a descrphon of the fiduciary fund maintained by the City,
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NOTE 1.

NOTES TO FINANCIAL STATEMENTS — CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
BASIC FINANCIAL STATEMENTS — FUND FINANCIAL STATEMENTS - CONTINUED

Agency Fund - The Agency Fund accounts for the collection and paymenis of property tax
jevies.

BASIS OF ACCOUNTING

Basis of accounting refers fo the point at which revenues and expenditures/expenses are
recognized in the accounts and reported in the financial stotements. Basis of accounting
relafes to the fiming of the measurements made, regardless of the measurement focus
applied.

The government-wide stalements are reported using the economic resources measurement
focus and the full accrual basis of accounting, which incorporates long-term assets and
receivables as well as long-term debt and obligations. Revenue is recorded when eamed and
expenses are recorded when o liakility is incurred, regardless of the timing of related cash
flows. Property iaxes arerecognized asrevenue in the year for winich they are levied. Grants
and similar items are recognized os revenue os soon os all eligibility requirements imposad by
the provider have been met. Expenditures generally are recorded when aliability s incurred.

Allproprietory and agency funds are accounted for using the full accrual basis of accounting.
Theirrevenues are recognized when they ore eamed and their expenses are recognized when
they are incured. Unbilled waler and sewer utility service receivables are recorded at vear-
end.

Governmental fund financial statements are reported using the current financicl resources
measurement focus and the modified accrual basis of accounting. Revenues are recordedin
the accounting period in which they care earned, os long as they are both available and
megsurable, Revenues are avoilable when received within the current period or within 60
days after year end. Expenditures are recorded in the accounting period in which the lability
is incurred, as under full accual accounting. However, debt service expendifures, expendituras
relating fo compensoted absences, and claims ang judgments are recorded only when
payment is due.

ASSETS, LIABILITIES, AND NET ASSETS OR EQUITY

Cash and Cash cquivalents

Cash and cosh equivalents are considered 1o be cash on hand and demand deposits.
Inventory
Inventory is valued at cost, which approximates market, using the first-in, first-oui method.

Interfund Receivables/Payables

Qutstanding balances between funds are reported as "due fo/irom” other funds on the
balagnce sheet of the fund financial slatements and as “internal balances” on the Statement
of Nei Assels of the governmeni-wide fingncial stotements.

Copital Assefs
Capital assets, which include propearty, buildings. eqguipment and infrastruciure assats (2.g.,

roads, bridges. sicewalks and similar tems) are reported in the applicabls governmental of
business-fype aclivilizs column in the governmeani-wioe financial siatements.
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NOTE |:

NOTES TO FINANCIAL STATEMENTS — CONTINUED

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
ASSETS, LIABILITIES, AND NET ASSETS OR EQUITY — CONTINUED

Capital assets are recorded by the Cily when the inifial individual costs are equal to or greater
thon the following amounts:

Asset Tvpe Amount
Land 3 ]
Equipment 1,000
Buiidings 1,600
Infrastructure 1,000

Capifal assets are recorded at historical cost or estimated historical cost if purchased or

constructed. Donated capital assets are recorded af estimated fair market value at the dote
of donation.

Property, buildings and equipment are depreciated using the stroighi-ine method over the
following usefullives:

Buildings 40 1o 60 years
Building tmprovements 1510 30 years
Water and Sewaer Lings 5010 75 years
Shreets, Curbs and Gutters 10 to 30 vears
Vehicles 3to Svyears
Office Eguipment S5te 7 years

Long-Term Obligatfions

In the governmeni-wide financial statemenis and the proprietary fund financial siatemenits,
long-term debt and otherfong-term obligotlions are reporied os liakilifies. Bond premiums and
discounts. as well as issuonce costs, are deferred and cmortized over the life of the bonds,

n the fund financial siatements, governmenial fund fypes recognize bond premiums and
discounts, as well as bond issuance costs during the current pericd. The foce amount of debl
issued s reported as other financing sources. Premiums received on debt issuances are
reported ¢s other financing sources while discounis are reported as other financing uses,
lssuance costs are reported as debt service expenditures.

Compensated Absences (Vocation and Sick Time)

Al vacation, sick pay, and other employee benefit amounts cccrue when earned in the
government-wide and proprietary fund financial statements. Sick and vocation pay are
recognized in the governmental financial statements when o payment is made.

Fund Eguity
in the fund financial siaiements. govermmental funds report reserved fund balonces for
amounts that are not available ior appropriction or are iegally restricted by cutside parties for

specific purposes. Designations of fund bolance represent fenfative managemeant plans that
are subject fo change.
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NOTE 1.

NOTE 2;

NOTE 3.

NOTES TO FINANCIAL STATEMENTS - CONTINUED

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
COMPARATIVE DATA

Comparative daia for the prior year is not included in the City’s financial statfemenis.

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Annual budgets are adopied on a bosis consistent with generally accepted accounting
principies for all operating funds of the City except for the agency fund. Budgelary controlis
legally maintained af the fund level,

The City follows these procedures in establishing the budgetary data reflected in the financial
statements:

1. Pricr to the first Council meeting in May, the Cify Manager submits to the City Council a
proposed operating budget for the fiscat year commencing the foliowing July 1. The

operoting budget includes proposed expenditures/expenses and the means of
financing them.

2. A public hearing is conducied at Cily Hall jo obtain taxpayer comments.
3. Prior to July 1, the fund budgets are legailly enacted through passage of rescluiions.
4, The City Monager is authorized 1o transter budgeted amounts between departments

within any fund; however, any revisions thot aller the total expenditures/expenses of
any fund must be approved by the City Council.

5. Forma! budgetary integration is emploved as ¢ management control device during
the year for the Generol and Special Revenue Funds.

6. Budgefed amounis are as originally adopted, or as cmended by the City Council.

7. Encumbrances, which are commitments related to unperformed contracts for goods or
services, lapse at year-end and are re-appropricted as port of the subsequent year's
budget.

Excess of Expenditures Over Appropriations in Budgeied Funds

The City is required under Public Act é21 10 adopi o budget for the General and Special
Revenue Funds, The City did nof incur an excess of expenditures over appropriafions for the
General or Special Revenue Funds.

CASH AND INVESTMENTS

michigan Compiled Lows, Section 129.%91, authorizes the City to moke deposits and investin the
accounts of federally insured banks, credit unions, and savings and lean associations which
have an office in Michigan. The City is allowed jo invest in bonds, securities and other direct
obligations of the United Siates or any agency or instrumentality of the Uniled States: United
States government or federal .agency obligations; repurchase agreements; bankers’
cccepliance of United States barks; commercial papser rated within the two highest
classifications which mature not more than 270 days after the date of purchase: obligations of
fne State of Michigan or its political subdivisions which are rated as investment grade:; and
mutual funds composed of investment vehicies winich are legal for direci investment by local
units of governmeant in Michigan.

The City's deposits and investmeant policy are in accordance with statutory autnority.
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NOTE 3

NOTES TO FINANCIAL STATEMENTS ~ CONTINUED

CASH AND INVESTMENTS — CONTINUED
Cash Deposits

At June 30, 200¢. the comying amount of the City's deposits, inciuding the fiduciary fund. was
$3,273.373 ond the bank balance was $3,579,.775.

Pooling of Cash - The Cily pools cash o maximize its investment return.

Fund Fooled Cash

Pimary Government

General $ 1,074,429
Major Street 117.038
Local Sireet 3,684
wWater Fund 96,857
Sewer Fund 384,727
Internal Service fund 205,372
income Tax Fund 37,787
Total pooied cash 1,926,896
Cash not held in pooled accounts: 1,346,477
Totat Casn $ 3,273,373
Investments

Custodial Credit Risk- Deposits. Custodial credit risk is the risk that the In the event of a bonk
foilure, the government's deposits may not be refurned 1o it. The City's invesiment policy limits
deposits to Certificates of Deposit (CDs}, savings accounts with banks, sovings and loan
associations, and credit unions which are insured with the applicable federal cgency. As of
June 30, 2004, $2,368.539% of the City's bonk balance of $3.273.373 was exposed 1o custodial
credil risk as follows:

Uninsured and uncoliateralized % 2,348,539

As of June 30, 2004, the City had the following investmenits:
Weighted Average

Investment Type Fair Value Maturity [Years)
Cerlificates of Depasit ¥ 835102 1.5
Federal Nationol Morigage Association $2,204 1.0

Towal fair value $ 927.304

Many of the above investments, including CDs and bonds, are presently callable or cailable
prior 1o maturity.

Credit Risk. State law limits investments in bbonds, securities and other obligations of the United
States or an agency or instrurmantality of the United Siates, state obilgaiions or cloligahions of
any of Hs polihcal subdivisions {rated as investmazits grade by not less than | standard rating
service], investment pools organized under the local government investmeant pool oct. muiual
funds, U.S. or agency repurchase agreemeants, bankers' acceplances of United Stotes banks,
and commercial paper [rated to the top 2 ratings at the fime of purchase established by not
less thon 2 standard rofing services and that matures not more thon 270 days afferthe date of
purchase). The City's policy does not further imit #s invesiment choices,
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NOTES TO FINANCIAL STATEMENTS - CONTINUED
NOTE 4; PROPERTY TAXES

Property faxes are levied and become a lien on property as of July 1 on the State taxable
valualion of property in the City as of the preceding December 31. The City bills and collects
its own property taxes and clso collects taxes {or other governmental units. Collection of other
governmental unit’s toxes and remitfance of them to the unils are accounted for in the
Agency Fund. Property taxes arerecognized as revenue in the year forwhich they cre levieq,

The City is permitted by charter o levy taxes, subject 1o State Headles and Truth in Toxation
provisions, up 10 $20 per $1,000 of taxable valuation for generat governmenial services and for
the payment of principal and interest on generat obligation long-term debt. The 2005 State
taxable valuation of the City of Grayling totaled § 53,924,545,
The tax rale for the vear endged June 30, 2006, was as follows:

Purpose Rote/Toxable Valuation

General governmental services 14.8000 per $1.000

NOTE 5:  INTERFUND RECEIVABLES AND PAYABLES

The iMerfund balances within the primary government are as follows:

Interfund Interfund

Receivable Payabtile

General Fund $ 31.165 3 -
Income Tax Fund - 31,120
hiduciary Fund - 45

$ 31,185 $ 31,165

The interfund balances are for interest due on property iaxes, construction projecis, and for
grant money resiricted for street use.

NOTE 6:  INTERFUND TRANSFERS

Cperating ransters within the primary government are as follows.

Transfer In Transter Out
General Fung 3 431,805 $ 164,669
Local Sireet Fund 195,705 -
income Tax Fund - 223,434
Water and Sewer Fund 43,000 -
Other Nonmajor Govl. Funds 100,432
Internal Service Funa 6,341
3 385103 & 388,103

Tne operating transiers are mainly for street improvements, general city operations, dabt
service and cagital improvemenis.
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NOTE 7:

NOTES TO FINANCIAL STATEMENTS — CONTINUED

CAPITAL ASSETS

Capital asset activity of the City's primary government for the current year was as follows:

Balance Batance
July 1, 2005 Additions Deletions June 30, 2004
Govermnmenial Activities
Capilat assets nof
being deprecialed:
Land $ 148,421 3 67343 % - 3 215744
Construction in progress 205,382 44,195 167,867 81,710
Subiotal 353,803 111,338 167 867 297.474
Capital assets
being depreciated:
Buildings 2,104,939 31,742 - 2,136,681
Equipment 2,740,840 101,489 - 2842529
Infrostructure 7812574 283,172 8,095,744
Subtotal 12,658,353 414,603 13,074,956
Less accum, gepreciation:
Buildings 482,714 43,199 505,213
Equipment 1,143,474 156,342 1,299,814
Infrastructure 5,550,621 186,862 5,737 483
Subtoial 7,156,807 386,403 7,543,212
Nei copital assets
being depreciated 5,501,544 30,200 - 5,531,744
Governmental activities nel
capital assefs $ 5855347 3 141,738 § 167,867 $ 5829.218
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€



NQOTE 7:

NOTES TO FINANCIAL STATEMENTS - CONTINUED

CAPITAL ASSETS - CONTINUED

Bolance Balance
July 1, 2003 Additions Deletions June 30, 2006

Business-type Activities
Capital assets not
being deprecicted:

Construction in progress :) 412,859 $ 428,359 § 265789 3 575,42%
Copital assets
being depreciated:

Equiprment 8,054 575 550,690 8,605,265
Less accum. depreciation:

Equinment 2.868,104 160,063 - 3028172
Nel capitat assets
being depreciated 5,186,471 390,622 - 5,577.0%3
Governmentol activilies net

capital assets $ 5599330 % 818.98) $ 265,78% $ 6152522

Depreciation expense was chorged {o the primary government as foliows:

Governmental Activities
Genegral government
Public safety
Public works

Highways and streefs
Culture and recreation

Total governmenital aclivities

Business-fype Activities

water ond sewer

34

$ 60,770
99,448

22,047
199,388

4,730

) 386,403

% 160,068




NOTE 7:

NOTE 8:

NOTE %

NOTES TO FINANCIAL STATEMENTS - CONTINUED
CAPITAL ASSETS - CONTINUED

Construction Commitments

The City has aoctive construction projecis at year-end. The projects include:

Project Expendad to
Estimates 06/30/06 Committed
Stormwater Project 3 1,013,237 $ 575428 i 71,525
River Park Development 584,288 81,710 510.848

3 1,598,225 i 657138 § 582,393

At year-end, significant construction in progress amounts are capitalized,

Proprietary Fund Type Property, Plant and Equipment

Proprietary fund type property, plant ond equipment atf June 30, 2006 are summarized as
follows:

tnternal

Enterprise Service

Constryuction in prograss b 575,429 % -

Waiter and sanitary sewer sysfem 8,605,285 -
Equipment - 1.013.833
Total 2.180.694 1,013,833
Less: accumulaied dep. {3.028,172) (452,648)
Net % 6,152,522 % 561,165

DEFERRED COMPENSATION PLAN

The City offers its employees o deferred compensation plan ¢reated in accordance with
internal Revenue Code 457. The plon, ovaitabie to all City employees, permits them to defer o
portion of their salary until future years. The deferred compensation is net available to
employees until termination, refirement. death. or unforesesable emergency.

in complying with the amended Section 457 requirements, these assets are now for the
exclusive benefil of participonts and not subjec! fo the claims of the Cily's general creditors.
As such, they are no tonger included in an agency fund of the City,

DEFINED CONTRIBUTION PLAN

The City provides pension benefits for employees s designated by City Council through a
defined conmibunsna plan. 1na defined coniribution pian, benefits depend solely on amounts
contribuied o the slon pius investment earnings. Asof July 1, 2004, employees are eligible 1o
parhcipate from the date of employment. The City's contribuhons tor each employee {and
interest gllocated fo 2och employee's occount] are Tully vested after four years.
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NOTE 9:

NOTE 10:

NOTES TO FINANCIAL STATEMENTS — CONTINUED
DEFINED CONTRIBUTION PLAN - CONTINUED

As established by City Council and governed by Federat regulations, the City made the
required 11.00% conirioution. The City coniributed 12.00% for the City Monager. Contributions
for the year totaled 3 19,076 for the eight employees that participated in this plan. There are
no contribution requiremenis for emptoyees of the City of Grayling.

DEFINED BENEFIT PENSION PLAN

Plan Descriplion

The City of Grayling participates in the Michigan Municipal Employees’ Refirement Sysiem
{MERS]. an cgent mulliple-emplover defined benefit pension plan that covers alt employees of
ihe City of Groyiing. MERS was establisned by the State of Michigan for purposes of providing
refirement, survivor and disability benefits on a voluntary basis 1o the State’siocal government
employees. MERS issues o publicly available finoncialreport that includss financial statements
and required supplemeniary information. That report may be obtained by wiiting to Municipal
Employees Relirement System of Michigan, 447 North Conal, Lansing, Michigan 48217.

Funding Policy

There are no contribution requirements for members of the City of Grayling. The City is required
to contribute all amounts necessary 1o fund fhe system using the actuarial basis specified by
statute, The contribuiion requirements of plan members and the City are established and may
be omended by the MERS boara.

Annual Pension Cost

For the vear ended June 30, 2006, the City's required ond actual contribufions were § 76,517.
The annual reguired contribulion was determined as part of an actugrial valuation af
Decemiber 31, 2005. The actuaricl assumplions included (a) 8% investment rate of return [net
of administrative expenses), [b) projected salary increases of 4.50% per year compounded
annually, atifbutable to inflation, (¢] addiional projected salary increases of 0.0% to 4.50% per
year, based on age, atiributable {o sentority/merit and, {d] the assumpiion that benefits will
increase 2.5% per vear [annually) after refirement, tor persons under Benefit £-1 or £-2. The
confribution rate for normal cost is determined using an eniry age actuarial funding method.
MERS uses tha level percentage of payroli method to amoriize the unfunded fiability over a 30
vear period on ¢ closed basis.

Three-Year Trend Information for the City of Grayling
Annual Perceniage

Fiscal Pension of APC Net Pension
Year Ending Cosi TAFZ)  Coniribuied QObligalion

06-30-04 $ 64674 100% -
04-30-05 73,160 100%
06-30-06 76,517 100%

additional frend intormation may be found within the Required Supolemental Information
section of ihe financial statements,
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NOTES TO FINANCLAL STATEMENTS - CONTINUED

NOTE 11:  OTHER POST-EMPLOYMENT BENEFITS

The City provides post-employment benefits of health insurance o eligible employees. For the
vear ended June 30, 2004, there was one participant. The City's acival expense was $9,350.

NOTE [2: LONG-TERM DEBT

The following is o summoaory of the Ciiy's long-lerm debt transactions for the vear ended June

30. 2006:

Amourd Due
Beginning Ending Within
Balonce Addinicns Reduclions Bolonce QOne Yeor
Govemmental Acitivifies
Bonds and notes payable:
General obligation debt 3 8500 3 - 3 0000 % 820000 % 30,000
installment notes 220,357 21,148 199.20% 41,387
Total bonds and notes payable 350,000 220,357 51,148 1,019,209 71,367
Compensated absences 51,149 2,538 53,687 -
Tolal governmental activities
long-ferm ligbiliies 3 900,149 50 2228% % 51,048 F 1.072.8% $ 71,387
Businass-type Activiiles
Revenue oblioation debt $ 1626000 % % 32000 % 1.524000 % 32,600

Long-term fiabilities payable of June 30, 2004, k composed of the following individual issues:

Bond and Note Obligations {Governmental Acthivifies):

$200.000, 2003 General Obligation bonds due in annucgt
instaliments of $30.000 1o $75,000 through August 1, 2022,

interest at 2.00% 10 5.00%. $ 820000

$220.357, 2006 Instaliment note due in quarierly

installments of $41,387 o $46.342 through November 2010,

interest at 3.730%. 199.209
Toial governmenial activilies bond and note obligations 1,019,209

Compensated Absences 53.687
Tatol governmental aclivities tonz-ferm habilities 1.072 894



NOTES TO FINANCIAL STATEMENTS — CONTINUED
NOTE 12: LONG-TERM DEBT - CONTINUED
Revenue Obligation (Business-type Activities):
$1,140,000, 1291 A Water ond Sewer bonds due in annual
installments of $19.000 1o $65,000 through July 1, 2030,
interest at 5%. $ 948000
$777.000, 192?18 Water and Sewer bonds due in annual
instaliments of $13.000 to $445,000 throughn July 1, 2030,
interest ot 5%. 646,000
Total business-type activities long-tenm liabilities 1,594,000

The annuci reguirements to amortize all general and revenue obligation bonds and notes
cutstanding, as of June 30, 2006, cre as follows;

Annual Requirements to Amortize Outstanding Bonds
June 30. 2004

Year Ending Governmental Activilies Business-iype Aclivities
June 30 Principal inferesi Principot interest
2007 $ 71,387 $ 42,074 % 32,000 & 78,500
2008 72,971 39,771 34,000 77.250
2005 79,641 37177 37.000 75475
2010 81.362 34.32¢ 38.000 73,600
2011 58,848 30,743 40.000 71.650
2012-2016 220,000 130.218 234,000 325,250
2017-2021 290.000 72.644 300,000 258.750
2022-2024 145,000 7.340 384,000 173,650
2026-2031 - - 495,000 64,375
Toial 3 1019209 % 394,295 % 1,594,000 § 1,198,200

NQOTE 13:  DESIGNATED FUND BALANCES/RESTRICTED NET ASSETS
Major Governmental Funds

The General Fund has $937,742 designated for the cemetery, fire prolection and unfunded
pension liabilities.

The Income Tax Fund has $432.488 designaied for future capital improvement projects.
Major Proprietary Funds
Thne Water Fund has $13.620 of its net assets reciricied due 1o revenus bond indentures and

$47.300 {or copital improvements. The sewer func has $25.760 of its net asseisresiricted due o
bond indentures and §23.800 for caplial improvements.
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NOTE 14:

NOTE 15:

NCTE 14:

NOTE 17:

NOTES TC FINANCIAL STATEMENTS — CONTINUED

CONTINGENCIES

The General Fund is confingenily ligble for the Water and Sewer Systerm revenue bxonds. The
General Fund is obligated only if revenues of the Waier and Sewer System Fund would be
insufficient 1o meet ifs delbt service requirements,

RISK MANAGEMENT

The City is exposed 1o various risks of toss retated to torts, theft of, domage to and destruction of
assets; errors and omissions; injuries 1o empioyees and natural disasters. The City belongs to the
Michigan Municipal League Liabllily and Property Pool, a public enfity 1isk pool currently
operating as a commaon risk management and insurance program for varous municipalities
throughout the state. The City pays an annual premium for its general insurance coverage.
The pool is self-sustaining through member premiums and reinsures through commercial
companies for claims in excess of $500,000 for each insured event, Although the City could be
assessed charges bevond the annual premium, the likelinood of receiving such an assessment
is minimal, Settled claims have not exceeded coverage in any of the past three years.

COMMITMENTS

The Cily has a contract with the Michigon Depariment of Transportation for improvements
along the -75 comidor. Approximately $60,000 remains on this commitment at year-end.

PRIOR PERIOD ADJUSTMENT

A prior period adjustment was made 1o propery reflect prior year siate shared revenue of
$44,496,
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REQUIRED SUPPLEMENTAL INFORMATION
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OTHER SUPPLEMENTAL INFORMATION



CITY OF GRAYLING
Combining Statement of Revenues, Expendiiures, and Changes in Fund Balances
Nenmajor Governmenial Funds
For the Year Ended June 30, 2006

Ceb?
Service
Revenues $ -
Expenditures
Debt service:
Inierast 43,164
Principal retirement 58.268
Total expenditures 101,432
Excess {deficiency) of revenues
over expendifures (101.,432)
Other financing sources (uses)
Operating fransters in 101,432
Net change in fund balances
Fund balances - beginning -
Fund balances - ending $ -
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FEDERAL SINGLE AUDIT REFORTING



- Hill < Schroderus & Co., LLP

Certified Public Accountants & Consultants

Cctober 31, 2006

REPORT ON INTERNAL CONIROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCTORDANCE WITH COVERNMENT AUDITING STANDARDS

Honorable Moyor, Members of
City Council and Cily Manager
Cily of Grayling, Michigan

We have qudited the accompanying financial staterments of the governmental aclivifies, the business-
type activilies, each major fund, and the aggregate remaining fund informaotion of the City of Grayling.
Michigan, as of and for the year ended June 30, 2006, which collectively comprise the City of Gravling's
basic finoncial siatements and have issued our repori thereon dated October 31, 2006, We conducted our
audit in accordance with qudiiing standards generally accepted in the United States of america and the
standards applicable to financial audits confained in Government Auditing Stondards, issued by the
Compiroller General of the United States.

Internat Control Over Financial Reporling

In planning and pedorming our audit, we considered City of Grayling's internal contrel over financial
reporting in order 1o determine our audifing procedures for the purpose of expressing our opinions on the
financial statements and not to provide on opinion on the infernal control over financial reporting. Cur
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal control that might be matenol weaknesses, A material wegkness is areportable condition in
which the design or operation of one or more of the internal contrel componenis does not reduce 1o @
relatively low level the risk that missiatements caused by error or fraud in amounts that would be material
in relatfion to the financial statements being cudited may occur and not be detected within a fimely
pericd by employees in the normal course of performing their assigned funciions, We noted no matters
involving the internal control over financial reporting and its operation that we consider to be moterial
weoknesses.

Compliance ond Other Matters

As part of abtaining reasonable assurance about whether City of Grayling's financial statements are free
of material missiotement, we performed tests of its comphance with certain provisions of lows, regulations,
coniracts, ond grant agreements, noncompliance with which could have a direct and material effect on
the determination of financial statements amounts. However, providing an opinion on complionce with
those provisions was not an objective of our audit, aond accordingly. we do not express such an opinion.
The results of our fests disclosed no instances of noncompliance or other matiers that are reguired o be
reported under Government Auditing Standards.

45

923 Spring Street -~ P.O. Box 625 Petoskey, M1 49770« 231-347-4136  Fax:231-347-4147  E-mail: stafiname@hs-co.com



City of Grayling
Grayling. Michigan

we noted ceriain matters that we reported to management of the City of Grayling. in a separate ietter
doted October 31, 2006,

This report is intended solely for the informalion and use of the audit committes, management, City
Council, and tederal owording agencies and pass-through enfilies and is not intended to be and should
not be used by anyone other than these specified parties.

- MM‘&M“—A/ t"
NV G
CERTHHED PUBLIC ACCOUNTANTS
Petoskey, Michigan



CITY OF GRAYLING
Schedule of Expenditures of Federal Awards
for the Year Ended June 30, 2008

Federal Grontor Federal
Pass-through Grantor CFDA Federal
Program Title Number Expenditures

U.S, Depariment of Housing and Urban Development
Pass-through programs from the State of Micrigan:
Community Development Block
Gront/State’s Program 14.228
U.S. Depariment of Agriculture

Pass-through program from the State of Michigan:
Rural Business Enterprise Grant 10.76%

Total expenditures of Federal Awards

NOTE — BASIS OF PRESENTATION

The accompanying schedule of expendifures of federal awords includes the Federal grant aciivity of the
Ciry of Gravling ond is presented on the modified accrual bosis of occounfing. The information in this
schedule is presented in accordance with the requirements of OMB Circular A-133, Audits of Sfatas, Local
Govermnments, and Non-Profit Orgonizations. Therefore, some amounts prasented in this schedule may

$ 168,386
15.360
3 183,746

differ from amounts cresenied in, or used in the preparation of the basic finoncial staiements.
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CITY OF GRAYLING
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
For the Yecr Ended June 30, 2006

Finding/Noncompliance

There were nc material findings or questioned costs in the prior yeor.
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CITY OF GRAYLING
SCHEDULE OF FINDINGS AND QUESTIONED CQSTS
For the Year Ended June 30, 2004

Summoary of Audit Results
1. The City of Grayling has received an ungualified opinion on its financial statements.

2. We noted no mattersin the City's internal control siructure, which we considered to be
reportable conditions.

3. We noted no noncompliance that would be material 1o the financiat statements.

4. We noted no matters in the City's infernal conirol over its federal programs, which we
consider to be repertable conditions.

5. The City has received an unqualified opinion on compliance for ils federal programs.

4. We noted no audit indings required 1o be repored under Section 510 {a) of OMB Circular A-133.
7. The City has no major programs.

8. The threshold used for distinguishing between Type A and B programs was $300,000.

7. The City qualified as g low-risk auditee.

Findings and Guestions Costs

We noted no material findings, or questioned costs.
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